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1974 HIGHLIGHTS 


^iiiS 


$ 5 , 536 , 279,000 $4,633,223,000 


K mart, Kresge and Jupiter stores 


$ 104 , 772,000 $ 138,251,000 


Net income 


Earnings per common and common equivalent share 


$ 26 , 434,000 $ 23,630,000 

22 * 20 * 


Cash dividends declared 
Per share 


$ 804 , 588,000 $ 667,651,000 
14 . 53 % 14.41% 


Employee compensation and benefits 
Per sales dollar 


$ 39 , 910,000 $ 35,377,000 

. 72 % .76% 


Depreciation and amortization 
Per sales dollar 


$ 120 , 533,000 $ 74,566,000 


Fixed asset additions 














TO OUR SHAREHOLDERS 


Kresge's operating results for 1974 were disap¬ 
pointing. Sales were not substantially below our 
forecasts, but their quality was not satisfactory. Our 
19.5% sales increase was achieved, primarily, as a 
result of severe inflation and, particularly in the 
fourth quarter, through extraordinary promotional 
efforts designed importantly to reduce inventories 
to acceptable levels by year end. 

For the first time since 1962, profits were down. 
The decline resulted primarily from a reduction in 
gross profit margins, increased overhead expenses 
(especially interest costs) and, finally, the adoption 
of the LIFO accounting treatment for valuation of 
our inventories. 

Consumer confidence eroded throughout 1974. 
There was a growing resistance to higher prices as 
"real” income declined despite high levels of em¬ 
ployment. It was not until the fourth quarter, however, 
that the full impact of the twin evils of inflation and 
recession were fully apparent. 

Our orders for seasonal soft line merchandise 
had been placed with expectations of a soft economy 
and strictly Christmas merchandise orders were light. 
With a sharp decline in sales demand in early Decem¬ 
ber, and with relatively heavy inventories, particularly 
in men's and boys’ wear, we instructed our store 
managers to increase their promotional efforts. That 
decision was influenced by our desire to reduce 
interest costs and to improve turnover, plus the 
knowledge that spring apparel costs would be down 
sharply. 

It is not surprising that the logic of that decision 
was shared by most other major general merchan¬ 
dise retailers, some with greater investment prob¬ 
lems than ours. Under these circumstances, the 
competitive environment was severe and sharply 
reduced sale prices were the rule in the weeks before 
Christmas. 

During January, the merchandising environment 
continued to be highly competitive. The impact on 
gross margins was greater than anticipated since 
the planned promotional program carried inventories 
below target levels, depleting our basic assortments. 
The shift in merchandise mix further eroded gross 
margins. 

The promotional program did achieve our prin¬ 
cipal goal—to end the fiscal year with inventories at 
the lowest comparative level in many years. 

We are not pleased with the 1974 profits, but 
nothing in the operating results has diminished our 
confidence in Kresge merchandising personnel and 
our long established management philosophy which 
assigns a high degree of autonomy to our store 


managers. And nothing in the operating results of 
Kresge, or of the industry in 1974, has diminished 
our long-range sales and profit expectations, nor 
caused us to reduce our long-range goals. 

The rapid inflation of 1974 gave further impetus 
to our continuing review of the possible use of the 
LIFO inventory method and we concluded that its 
adoption was in the best interest of the Kresge 
Company, despite the resulting impact of 15 cents 
per share on our reported earnings. The use of this 
valuation method for most of our domestic inven¬ 
tories will better reflect long-term profit trends and 
will remove in part the "inventory profits” from cur¬ 
rent operations by reducing the valuation of inven¬ 
tory by $37,500,000. 

It is not expected that inflation will continue at 
the rate experienced in 1974, but the decision to 
adopt LIFO was made with the expectation that fu¬ 
ture inflation rates will exceed the historic patterns. 

We opened 130 K marts in 1974, including the 
first eight 40,000 square-foot units designed for 
operation in smaller communities. These smaller 
K marts offer traditional K mart department store 
breadth of merchandise, with the exception of white 
goods in major appliances and certain minor de¬ 
partments, but with assortments proportionately 
reduced in individual departments. Our early exper¬ 
ience with these smaller stores is most encouraging. 
This project will be expanded to about 20 stores in 
1975 in conjunction with ourtotal new-store program 
that will approximate the construction program of 
1974. 

Our merchandising plans for 1975 assume con¬ 
tinuation of a depressed economy, with unemploy¬ 
ment likely to worsen further before a bottoming-out 
of the economy occurs. However, it appears that 
excessive inventories in many industries have now 
been reduced, short-term interest rates have de¬ 
clined sharply, and long-term rates are beginning 
to soften. With a clear and now unified governmental 
policy suggesting that anti-recession efforts will be 
assigned the highest priority, the general expecta¬ 
tion of some improvement in the economy in the 
last quarter of 1975 appears reasonable. 

Our merchandise inventories are clean and well 
balanced, and future commitments are relatively 
conservative. The business environment is expected 
to be difficult in 1975, but our current sales compari¬ 
sons are most encouraging. We are confident that 
our proven ability to provide first-quality merchan¬ 
dise at lowest possible prices, and our determination 
to give customer satisfaction will have favorable 
implications for 1975 and future years. 

March 14,1975 
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SEE HOW K MART GROWS 

Every one of the 48 departments that 
make up a typical K mart store has improved 
through development and refinement since 
the first K mart opened in 1962. 

And customers today can shop in a number 
of departments that were not included in the 
original K mart. 

As a focus on this enrichment of K mart’s 
personality, examples of departmental devel¬ 
opment are being featured in this Annual 
Report. 

The departments being highlighted 
reflect a most vital aspect of the K mart con¬ 
cept: K mart is a one-stop shopping center. 
Such diverse family needs as toothpaste and 
tires, dresses and kitchen cabinets can be 
purchased under one roof. 
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adies’ and girls’ apparel shops 
in K marts reflect both changes in fashion 
trends and the publics emphasis on easy care 
and durability. The basic shirt and blouse 
have given way to embroidered and printed 
tops; the swim suit assortment will include 
reversibles and strings; while ladies’ slacks are 
still very important, more dresses will be seen 
as interest in the feminine look develops. Holly 
Stores, Inc., the Kresge subsidiary that mer¬ 
chandises and operates K mart apparel shops, 
is concerned with techniques available for 
easier care of products, with greater durability 
of garments and with garment flammability 
characteristics while always remaining dedi¬ 
cated to keeping prices as low as possible. 
These criteria are carefully monitored and the 
results communicated to piece goods and gar¬ 
ment manufacturers, as well as yam suppliers 
in the world market. This approach is standard 
procedure for Holly buyers in their search for 
quality merchandise. Different display methods 
are constantly being developed to convey this 
style and quality image and to facilitate the 
"self sell” concept. Most evident is the trend 
away from table to hanging displays. Shop¬ 
pers respond to Holly’s efforts by purchasing 
some 200 million garments yearly in K mart 
apparel shops. 

























uality and value in K mart’s men’s 
and boys’ wear departments is assured by the 
fact that 80 percent of the merchandise is 
K mart’s private brand—manufactured to the 
Kresge Company’s standards. Each private 
label item must be equal or superior in quality 
to the leading competitive nationally-advertised 
brand. K mart’s men’s and boys’ wear opera¬ 
tions have maintained a strong emphasis on 
basic merchandise—work clothes, jeans and 
slacks in standard lengths and sizes—since the 
company began assuming operation of the 
department from licensees in 1964. As sole 
operator of the department now, Kresge has 
introduced a wide assortment of style mer¬ 
chandise including leisure suits, seasonal 
outerwear, sport jackets, patterned shirts and 
mod underwear. Style apparel is the fastest- 
growing segment of the department. Boys’ and 
junior boys’ furnishings is also a rapidly devel¬ 
oping area. A separate buying staff for boys’ 
clothing was formed at Kresge headquarters 
two years ago. 
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to 1969, home improvement 
departments in K marts were operated by a 
licensee. In 1969, Kresge began assuming 
these licensed home improvement depart¬ 
ments in selected new Kmart areas. Kresge 
tailored the merchandise assortment, adding 
K mart’s private label and changing pricing and 
promotional structures. K mart has a price level 
in paints and accessories for every type of 
consumer. K mart’s private label interior and 
exterior paint is the department’s volume 
leader. And Kmart offers free tinting service. 
Red Devil, Super Kem Tone, Dorfile, Peerless 
and Rockwell are among the important national 
brands found in the department’s five broad 
categories —paints and accessories, shelving, 
plumbing accessories, fireplace equipment, 
and unfinished furniture and metal cabinets. 
K mart’s distinctive categorizing of product lines, 
its development of easy-to-follow instructions 
on products, and the ready availability of “how 
to” booklets in K mart’s specially-designed racks 
have made the department a source of supplies 
and guidance for America’s growing number 
of home improvement enthusiasts. 
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..oof a house. Fence a yard. Install a 
garage door opener. Panel a room. Modernize 
a kitchen. Everything the do-it-yourselfer 
needs, from supplies to instructions, is 
available at more than 300 Kmart building 
materials departments. Kmart offers Georgia 
Pacific lumber, Ozite carpet tiles, Goodyear 
and GAF vinyl floor tiles, Boise-Cascade 
Raygold kitchen cabinets, Certain-teed 
roofing, Owens Corning insulation, (J. S. 
Gypsum paneling—the list continues to 
produce a complete assortment of quality 
building materials at the most reasonable 


prices in the marketplace. And Kmart will 
special order sizes, colors and materials in 
most lines carried in this department. Build¬ 
ing materials departments have their own 
check-out stations and signed rear doors 
for loading of purchases and department 
entrance and exit. The first building mate¬ 
rials department opened in 1966. Because 
of the success of the departments, as well 
as their important complement to home 
improvements, 80 percent of the Kmarts 
opening this year in the (J. S. will include 
building materials. 
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10-YEAR FINANCIAL SUMMARY 


5 . 5 . Kresge Company 


SUMMARY OF OPERATIONS 

1974 

1973 

(In millions) 

Sales 

$5,536 

$4,633 

Cost of merchandise sold 

4,248 

3,504 

Advertising 

137 

107 

Interest expense—net 

21 

13 

Other expenses—net 

937 

753 

Income before taxes 

193 

256 

Percent of sales 

3.5 

5.5 

Income taxes 

90 

120 

Net income 

105 

138 

Percent of sales 

1.9 

3.0 

Earnings per common and 
common equivalent share 

.87 

1.15 

OTHER STATISTICAL INFORMATION 
Sales Analysis (In millions) 

K mart 

$5,002 

$4,101 

Kresge and Jupiter 

534 

532 


$5,536 

$4,633 

U.S. 

$4,968 

$4,207 

Foreign 

568 

426 


$5,536 

$4,633 

Stores in Operation 

K mart 

803 

673 

Kresge 

422 

460 

Jupiter 

101 

111 


1,326 

1,244 

U.S. 

1,158 

1,091 

Foreign 

168 

153 


1,326 

1,244 

Selling Area Square Feet (In millions) 

K mart 

52.6 

44.7 

Kresge and Jupiter 

6.8 

7.4 


59.4 

52.1 

Employee compensation & benefits, 

per sales dollar 

14.5 

14.4 

Financial Ratios 

Current Ratio 

2.3 

1.9 

Inventories/net working capital 

1.3 

1.7 

Return on assets 

6.3 

9.9 

Return on stockholders' equity 

11.3 

17.3 

Common Stock Market Data 

Price range—high 

38% 

51% 

— low 

18% 

28% 

P/E Ratio (average) 

33 

34 

Book value 

8.45 

7.73 

Dividends declared 

.22 

.20 

Dow-Jones Ind. Index—high 

891 

1051 

— low 

577 

788 







































1972 

1971 

1970 

1969 

1968 

1967 

1966 

1965 

$3,837 

$3,100 

$2,559 

$2,185 

$1,732 

$1,386 

$1,090 

$ 851 

2,900 

2,328 

1,937 

1,659 

1,304 

1,050 

816 

634 

90 

68 

65 

54 

35 

27 

20 

14 

8 

9 

9 

8 

4 

3 

2 

1 

629 

507 

413 

350 

292 

241 

198 

160 

210 

188 

135 

114 

97 

65 

54 

42 

5.5 

6.1 

5.3 

5.2 

5.6 

4.7 

5.0 

4.9 

95 

92 

68 

60 

49 

30 

25 

20 

117 

98 

68 

54 

48 

35 

29 

22 

3.1 

3.2 

2.7 

2.5 

2.8 

2.5 

2.6 

2.6 

1.00 

.85 

.62 

.52 

.46 

.34 

.28 

.22 


$3,288 

$2,557 

$2,014 

$1,640 

$1,201 

$ 867 

$ 576 

$ 340 

549 

543 

545 

545 

531 

519 

514 

511 

$3,837 

$3,100 

$2,559 

$2,185 

$1,732 

$1,386 

$1,090 

$ 851 

$3,490 

$2,812 

$2,329 

$1,994 

$1,582 

$1,260 

$ 983 

$ 765 

347 

288 

230 

191 

150 

126 

107 

86 

$3,837 

$3,100 

$2,559 

$2,185 

$1,732 

$1,386 

$1,090 

$ 851 

580 

486 

411 

338 

273 

216 

162 

122 

487 

520 

539 

566 

593 

614 

647 

674 

116 

116 

123 

118 

116 

113 

106 

99 

1,183 

1,122 

1,073 

1,022 

982 

943 

915 

895 

1,034 

978 

937 

892 

862 

829 

802 

787 

149 

144 

136 

130 

120 

114 

113 

108 

1,183 

1,122 

1,073 

1,022 

982 

943 

915 

895 

37.7 

31.4 

26.1 

20.8 

16.5 

12.8 

9.6 

6.9 

7.8 

8.2 

8.5 

8.8 

9.0 

9.3 

9.6 

10.0 

45.5 

39.6 

34.6 

29.6 

25.5 

22.1 

19.2 

16.9 

14.6 

14.5 

14.7 

14.5 

14.7 

14.9 

15.1 

15.7 

1.9 

2.1 

2.2 

1.6 

1.8 

2.0 

1.9 

1.9 

1.6 

1.4 

1.2 

1.8 

1.5 

1.3 

1.3 

1.2 

10.5 

10.4 

8.5 

8.3 

9.0 

7.9 

7.3 

6.4 

20.9 

20.9 

18.3 

17.0 

17.3 

13.9 

12.5 

10.4 

49% 

33% 

19% 

20% 

15% 

9% 

5% 

4% 

31% 

18% 

11% 

12% 

8% 

4% 

3% 

2% 

41 

31 

24 

32 

26 

21 

16 

17 

6.70 

5.03 

4.24 

3.56 

3.09 

2.70 

2.49 

2.29 

.173 

.167 

.147 

.133 

.113 

.10 

.087 

.077 

1036 

950 

842 

968 

985 

943 

995 

969 

889 

797 

631 

769 

825 

786 

744 

840 


Data reflects all poolings of interests, stock splits and reclassification of state and local income taxes. 


15 





































































































































S. S. Kresge Company 


1974 FINANCIAL REVIEW 


Kresge is a major retailer: The S. S. Kresge Company 
is one of the major retailers in the world with 1,326 
stores in the United States, Canada, Australia and 
Puerto Rico. 

There are 803 K marts. They are one floor dis¬ 
count stores, generally free-standing units, in sub¬ 
urban areas. Although the company opened eight 
K marts in the 40,000 square-foot range in smaller 
cities in 1974, most K marts range in size from 
65,000 square feet to 96,000 square feet, of which 
about 78% is selling area. 

A K mart provides a full department store range 
of first quality merchandise. Lower selling prices are 
achieved by fast inventory turnover, the elimination 
of limited-appeal or fringe items, low overhead and 
occupancy costs and the use of self-service, central 
check-out operations. 

The company operates 523 Kresge and Jupiter 
stores. Kresge stores are variety stores and Jupiter 
stores are very limited-line discount stores converted 
from former Kresge stores. 

Since the first K marts opened in 1962, the com¬ 
pany has increased its retail selling space from 10 
million to almost 60 million square feet and increased 
sales from $ .5 billion to $5.5 billion. Net income 
during the same period increased from $9 million to 
$105 million. 


Net Sales (In Millions) 
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MANAGEMENT ANALYSIS OF SUMMARY 
OF OPERATIONS 

Sales continued to set records, but net income fell 
24.2% in 1974: For the first time since the K mart 
program began in 1962, net income decreased, from 
$138 million in 1973 to $105 million in 1974 or from 
$1.15 to 87* a share. The adoption of the last-in, 
first-out inventory valuation method in 1974 affected 
net income by 15* a share, as explained in Note B 
to the Financial Statements on page 24. Profits fell 
dramatically in the last fiscal quarter of 1974, as 
shown by the quarterly table on page 20. 

In the 1973 Annual Report, we said we did not 
know what the effect of the expected economic slow¬ 
down would be, but that we expected to continue to 
have an advantage, when compared with other re¬ 
tailers, and operating results would continue to be 
satisfactory. 

We believe we continue to have an advantage, 
but 1974 operating results were below expectations 
due to an extremely disruptive last quarter. Gener¬ 
ally poor economic conditions, highly competitive 
pressures, coupled with lower than predicted sales 
and our efforts to bring inventories in line produced 
poor results. 

Total K mart inventories increased during the first 
nine months at a rate which would have resulted in 
inventory levels at year-end of about 25% to 30% 
higher than at the beginning of the year. Price in¬ 
creases were expected to account for about 9%-10% 
of the increase, up-grading of merchandise for 
2%-3%, and new store inventories for the remainder. 

We entered the very important last fiscal quarter 
with inventories about on target, with a slight over¬ 
stock condition in seasonal lines and Christmas 
merchandise. A portion of this merchandise had 
been ordered early in the year, although in relatively 
conservative quantities. 

November sales increases were slightly below 
our expectations and sales for the very important 
first few days of December were below our goals by 
significant amounts. 

Sales during the entire December period were 
disappointing to most retailers. Unemployment in 
many of our key market areas was increasing rapidly. 
The economic deterioration was so rapid that the 
Federal Government recognized a need for a change 
from an anti-inflationary policy to an anti-recession 
policy in a very short period of time. Our buyers 
knew that some wholesale prices were actually 
going down and the possibility of buying merchan¬ 
dise in early 1975 at reduced costs increased sub¬ 
stantially during the last quarter. 

The company decided very early in December to 


mark down seasonal items and promote merchan¬ 
dise at low prices to maintain holiday volume. In¬ 
structions were also sent to store managers to reduce 
inventories to achieve desired goals. 

Other retailers were doing the same thing. Cus¬ 
tomers had the opportunity to buy Christmas mer¬ 
chandise and winter soft lines at gross profit rates 
lower than they have been for years. 

After Christmas, inventories were well in line 
with the revised goals, but store managers had re¬ 
duced purchases of basic stock items. Price promo¬ 
tions were stepped up to maintain volume. 

The combined forces of our own inventory reduc¬ 
tion program, the intense price promotion activities 
of many of our principal competitors, increasing un¬ 
employment, and poor sales results generally during 
December and January were the main reasons for 
our poor last quarter. 

Our inventories are now at very low levels; our 
open-to-buy position is very good; our short-term 
debt position is very conservative. This year’s sales 
are progressing satisfactorily. 

Net income for 1973 was affected by Phase IV 
price controls: Sales in 1973 were up 20.8% over 
1972 and net income increased that year by 18.1% 
over 1972. 

The rate of profit was under pressure in 1973 
from the imposition of price controls which reduced 
gross profit in some departments in late 1973. Sales 
and net income in the last two months of 1973 were 
affected by consumer reaction to the energy crisis, 
particularly in reduced sales of Christmas decora¬ 
tions. Lower margin merchandise was then promoted 
in January, the last month of the 1973 fiscal year, to 
maintain sales levels and keep expenses in line. 

K mart sales increase in many ways: Sales and 
profits of the K mart division have accounted for the 
increases in the 10-year period summarized on 
page 16, when 715 new K marts were opened. 

In the early years of K mart, a large portion of 
the K mart selling area was licensed to others. Most 
of these licensed operations have been assumed 
by Kresge. These department take-overs have grad¬ 
ually increased Kresge sales. 







5 . 5 . Kresge Company 


The range of merchandise has been broadened, 
particularly in the last few years, and more K marts 
now have pharmacy and building materials depart¬ 
ments. 

In an expansion to smaller communities, eight 
small K marts were opened in 1974 where the breadth 
of merchandise and the mix are smaller. Operating 
results of these smaller K marts were better than 
expected, but were insignificant to the total in 1974. 

Expenses were about as expected: Advertising ex¬ 
penses are incurred primarily for newspaper adver¬ 
tising and generally are programmed to slightly 
exceed 2% of sales, including licensee sales, for 
U.S. K marts. Advertising rates have increased sig¬ 
nificantly in the last two years. Advertising lineage 
has been adjusted accordingly, and more emphasis 
has been placed on “roto” inserts in newspapers. 

Interest expense increased but was offset in part 
by the effect of the sale of $200 million of convert¬ 
ible subordinated debentures at mid-year, at an 
interest rate of 6%. The weighted average interest 
rate on short-term debt increased from 8.2% in 1973 
to 9.7% in 1974. 

Income tax effective rates were 45.3%, 46.8% 
and 46.9% in 1972, 1973 and 1974, respectively. The 
investment credit, and foreign income taxed at rates 
slightly lower in the aggregate than comparable U. S. 
Federal and State income tax rates, reduced effec¬ 
tive tax rates, as analyzed in Note E on page 26. 
State and local payroll, franchise and property taxes 
continued to increase and were $85 million in 1974, 
$71 million in 1973 and $53 million in 1972, or 1.5%, 
1.5% and 1.4% of sales, respectively. 


OTHER MATTERS OF INTEREST 

Insurance operations expanded: On January 23, 
1974 the company completed the merger with 
Planned Marketing Associates, Inc. PMA is princi¬ 
pally engaged in underwriting life, accident and 
health insurance and in designing and marketing a 
wide range of life, accident, health, property and 
casualty insurance policies. 

PMA continued its rapid growth and profits con¬ 
tributed $2.5 million to net income in 1974 compared 
with $2.2 million in 1973. Revenues were $32.6 mil¬ 
lion in 1974, up 73% over last year. Condensed 
financial information is shown in Note C on page 25. 

Footwear licenses were extended: In February, 1975, 
an agreement was reached between the company 
and Melville Shoe Corporation with respect to the 
footwear operations in all U.S. K marts. The footwear 
departments are the only significant licensed opera¬ 
tions and since 1967 the company has owned 25% 


of the equity in the subsidiaries of Melville which 
operate those departments. Kresge will increase its 
equity interest in those subsidiaries to 49% over a 
four-year period, and enter into 25 year licenses for 
all U.S. footwear departments. Although the agree¬ 
ment is subject to performance standards to be met 
by the Melville subsidiaries, we intend for the agree¬ 
ment to be a long-term agreement which will be 
beneficial to our customers, the company and 
Melville. 

Credit Plan costs were reduced: Because of a 
program to restrict our investment in U.S. credit 
accounts, the current year increase in customer 
accounts receivable was substantially less than the 
prior year. Midway through the year we stopped 
issuing new cards. We plan to continue to reduce 
our investment in accounts receivable, but we will 
continue to accept bank cards only in the areas 
where bank card service fees are competitive. 

Total credit card sales were $618 million, up 25.9% 


over last year: 

1974 

1973 

(In millions) 

Sales 

% to 
Total 
Sales 

Sales 

% to 
Total 
Sales 

Kresge credit card 

$ 195 

3.5% 

$ 186 

4.0% 

Bank card 

423 

7.7 

305 

6.6 


$ 618 

11.2% 

$ 491 

10.6% 


Inventories increased by only 7%, or $70 million 
in 1974: Costs were up by about 10% over-all and 
inventories were required for 130 new K marts, but 
strong promotional campaigns and conservative 
placing of merchandise orders resulted in a very 
good year-end inventory position. Additionally, the 
adoption of LIFO further reduced inventory cost. 


130 K marts were opened: 


K 

mart 

Kresge 

Jupiter 

Total 

Stores in operation 

January 30,1974 
Stores opened 

673 

130 

460 

111 

1,244 

130 

Stores closed 


(38) 

(10) 

(48) 

Stores in operation 

January 29, 1975 

803 

422 

101 

1,326 


Selling area increased 14% from 52.1 million 
square feet in 1973 to 59.4 million square feet in 1974. 

Dividends have been increased every year since 
1964: In 1974, quarterly dividends were raised to an 
annual rate of 22« a share, up 10%, beginning with 
the June 12 payment. Total dividends declared to 
shareholders were $26.4 million, an increase of $2.8 
million from 1973. Dividends per share paid out by 
quarter for 1974 and 1973 were: 


































Quarter 

1974 

1973 

First 

$.050 

$.043 

Second 

.055 

.050 

Third 

.055 

.050 

Fourth 

.055 

.050 


$.215 

$.193 


Kresge common stock is listed on the New York 
Stock Exchange: Below is a summary of its market 
value per common share for 1974 and 1973 by cal¬ 
endar quarter: 

1974 1973 


Quarter 

High 

Low 

High 

Low 

First 

37% 

27% 

51% 

37% 

Second 

38% 

29% 

40% 

31 

Third 

34% 

18% 

43 

31% 

Fourth 

27% 

18% 

42% 

28% 


Short-term debt was reduced: In the 1973 Annual 
Report we said additional outside funds would 
probably be required before mid-1975 to finance our 
aggressive expansion. In early 1974, the stock mar¬ 
kets began to fall and became more unpredictable, 
and interest rates and merchandise costs were in¬ 
creasing. The cost and risk of continuing to use 
short-term debt through 1974 were becoming too 
high. We sold $200 million of 6% subordinated de¬ 
bentures, convertible into Kresge common stock at 
$35.50 a share. 

Financial markets are still not very predictable 
and the sale of the debentures allows us to continue 
our aggressive program. 

Measuring inflation: Traditional accounting methods 
have been developed in the years after World War II 
primarily to measure net income. For most of those 
years, price level changes have been moderate and 
the inflationary effect on net income from year to 
year has been fairly insignificant. Inflation has been 
more severe recently than expected, and we believe 
rather high inflationary rates will prevail for quite 
awhile. 

The Financial Accounting Standards Board re¬ 
cently recommended study of price-level accounting 
methods, and the Securities and Exchange Commis¬ 
sion asked corporations to estimate "inflationary 
profits” in inventories earlier in the year. 

Using methods discussed in a recent FASB 
memorandum, the effect of inflation on our gross 
profit was about $39 million. 

LIFO was adopted: We believe net income should be 
measured more accurately by removing inflationary 
effects from financial statements and we adopted 
the last-in, first-out inventory method, which is pres¬ 
ently the only generally accepted method to estimate 


the effects of inflation. The adoption of LIFO re¬ 
duced gross profit by $37.5 million. The effect of the 
adoption of LIFO reduced 1974 gross profit by $62 
million, but was offset by a $24.5 million adjustment 
of inventory from FIFO lower of cost or market to 
LIFO cost. 

The LIFO method is very hard to adopt in a retail 
business. We cannot measure the sales and prices 
of 60,000 items in 1,300 stores over the period of a 
year at any reasonable expense. Retailers using 
LIFO generally use indexes developed by the Depart¬ 
ment of Labor, Bureau of Labor Statistics. 

We believe the use of LIFO for these items will 
better reflect long-term profits of the company, and 
we adopted LIFO as described in Note B on page 24. 

The effect of the LIFO adjustment for 1974 by 
quarter is: 


Decrease In As Restated 




Earnings 

Earnings 


Net 

Per 

Net 

Per 

Quarter 

Income 

Share 

Income 

Share 

First 

$ 4,439,000 

$ .04 

$ 23,288,000 

$ .19 

Second 

4,402,000 

.04 

32,566,000 

.27 

Third 

5,155,000 

.04 

27,288,000 

.23 

Fourth 

4,347,000 

.03 

21,630,000 

.18 


$18,343,000 

$ .15 

$104,772,000 

$ .87 


Comparative data for the fourth quarter (adjusted 
in 1974 for LIFO) is as follows: 


Sales 


13 Weeks Ended 


January 29, 
1975 

$1,708,622,000 


January 30, 
1974 

$1,507,444,000 


Income before 
income taxes 

Net income 

Earnings per share 


$37,484,000 

$21,630,000 

$.18 


$96,545,000 

$53,577,000 

$.44 




















































5 . 5 . Kresge Company 


Quarterly profit estimating methods will change: 

Quarterly reporting of profits, in the words of an 
eminent accountant, is “indispensable but indefens¬ 
ible.” For a retailer, perpetual inventory records are 
still prohibitively expensive to keep and physical 
inventories are too disruptive and costly to take on 
a large-scale basis any more often than once a year. 

Inventories should be valued, however, at the 
“lower of cost or market,” and the marketability of 
inventory items at stores and distribution centers 
may not be known for several months. This problem 
is increasingly complex as more merchandise is 
ordered from more remote sources in ever-larger 
quantities to keep up with our expansion program. 
It has been further complicated by on-again, off- 
again price controls, rather abrupt economic and 
political changes, and the increasing intensity of 
competition in the retail business.Our usual quarterly 
measurement of “market” value of inventories has 
been based on historical relationships of inventory 
levels to subsequent sales, and has been based on 
the use of the “first-in, first-out” inventory method. 

Our 1974 study showed that these rapidly chang¬ 
ing influences can be better reflected on a quarterly 
basis using a method of estimating gross profit 
which excludes the effect of beginning inventory. 

We will make the change in our method of 
estimating “the lower of cost or market value” in our 
1975 quarterly reports. If the revised method had 
been used in 1974 and 1973 the quarterly results 
(adjusted also for the adoption of LIFO in 1974) would 
have been: 

Income 

Before Earnings 



Income 

Net 

Per 

Quarter 

Taxes 

Income 

Share 

1974 

First 

$ 36,916,000 

$ 19,149,000 

$ .16 

Second 

58,828,000 

31,197,000 

.26 

Third 

45,875,000 

25,645,000 

.22 

Fourth 

50,951,000 

28,781,000 

.23 


$192,570,000 

$104,772,000 

$ .87 

1973 

First 

$ 37,603,000 

$ 19,665,000 

$ .16 

Second 

63,175,000 

32,984,000 

.28 

Third 

48,507,000 

26,679,000 

.23 

Fourth 

106,593,000 

58,923,000 

.48 


$255,878,000 

$138,251,000 

$1.15 


Management recruitment and training continued: 

There are now more than 4,000 men and women in 
the Management Training Program. This compares 
to a total of 3,700 assistant managers at the begin¬ 
ning of fiscal 1974. There were 199 assistant man¬ 
agers promoted to management during the past year. 

Kresge and Jupiter store managers who consist¬ 
ently demonstrated strong leadership and merchan¬ 
dising abilities continued to provide the necessary 
management personnel required by K mart growth 
in 1974. 

Kresge offers equal opportunity in employment: 

Kresge provides equal employment opportunity in all 
of its operations and in all areas of employment 
practice regardless of race, color, sex, age, religion 
or national origin. The company has designed and is 
implementing programs pursuant to this policy and 
our commitment to equal opportunity. 

Based upon the company’s Employer Information 
Report EEO-1 for 1974, in the report category of 
“officials, managers, and professionals” there are 
20,119 persons of which 39.3% are females and 
minorities. 

We believe that our efforts in this area will con¬ 
tinue to show improvement. 
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CONSOLIDATED STATEMENTS OF INCOME 


Fiscal Year Ended 



January 29, 
1975 

January 30, 
1974 

Sales 

$5,536,279,000 

$4,633,223,000 

Licensee fees and rental income 

75,792,000 

69,281,000 

Interest income 

3,288,000 

2,581,000 


5,615,359,000 

4,705,085,000 

Cost of merchandise sold (including buying and occupancy costs) 

4,248,311,000 

3,503,776,000 

Advertising 

137,092,000 

107,425,000 

Selling, general and administrative expenses 

1,013,377,000 

822,854,000 

Interest expense 

24,009,000 

15,152,000 


5,422,789,000 

4,449,207,000 

Income before estimated income taxes 

Estimated income taxes: 

192,570,000 

255,878,000 

U. S. 

56,854,000 

85,794,000 

Foreign 

15,178,000 

12,908,000 

State and local 

8,597,000 

11,966,000 

Tax effects of timing differences 

9,640,000 

9,168,000 


90,269,000 

119,836,000 

Income before net income from unconsolidated insurance operations 

102,301,000 

136,042,000 

Net income from unconsolidated insurance operations 

2,471,000 

2,209,000 

Net income for the year 

$ 104,772,000 

$ 138,251,000 

Earnings per common and common equivalent share 

$ .87 

$1.15 


CONSOLIDATED STATEMENTS OF INCOME 
RETAINED FOR USE IN THE BUSINESS 


Income retained for use in the business at beginning of year 
Net income for the year 

Cash dividends declared—22*1 and 20j£, respectively 
Income retained for use in the business at end of year 


Fiscal Year Ended 


January 29, 
1975 

$ 633,518,000 
104,772,000 
(26,434,000 ) 
$ 711,856,000 


January 30, 
1974 

$ 518,897,000 
138,251,000 
(23,630,000) 
$ 633,518,000 


See Notes to Consolidated Financial Statements. 




































5 . 5 . Kresge Company 


CONSOLIDATED BALANCE SHEETS 



January 29, 

January 30, 

Assets 

1975 

1974 

Current Assets: 

Cash 

$ 85,345,000 

$ 76,815,000 

Certificates of deposit 

3,872,000 

871,000 

Marketable securities, at cost approximating market 

66,727,000 

22,973,000 

Customer accounts receivable, less allowance for possible 

losses of $8,399,000 and $5,388,000, respectively 

109,890,000 

110,710,000 

Federal income taxes receivable 

26,000,000 


Other accounts receivable 

21,204,000 

21,798,000 

Merchandise inventories 

1,072,744,000 

1,002,360,000 

Operating supplies and prepaid expenses 

32,692,000 

27,335,000 

Total current assets 

1,418,474,000 

1,262,862,000 

Investment in and Advances to 

Unconsolidated Insurance Operations 

35,800,000 

21,292,000 

Other Assets and Deferred Charges 

23,854,000 

15,660,000 

Fixed Assets, at cost: 

Land 

30,401,000 

32,223,000 

Buildings 

89,846,000 

81,276,000 

Leasehold improvements 

75,408,000 

75,914,000 

Furniture and fixtures 

472,767,000 

398,175,000 

Construction in progress 

19,541,000 

12,431,000 


687,963,000 

600,019,000 

Less—Depreciation and amortization 

269,981,000 

247,060,000 

Total fixed assets 

417,982,000 

352,959,000 


$1,896,110,000 

$1,652,773,000 


Liabilities 



Current Liabilities: 



Portion of long-term debt due within one year 

$ 626,000 

$ 2,176,000 

Notes payable 

51,088,000 

86,863,000 

Accounts payable-trade 

380,878,000 

392,229,000 

Accrued taxes, other than U. S. and foreign income taxes 

53,134,000 

52,511,000 

Accrued payrolls and other liabilities 

76,216,000 

65,780,000 

Dividends payable 

6,613,000 

5,983,000 

U. S. and foreign income taxes 

44,170,000 

53,310,000 

Total current liabilities 

612,725,000 

658,852,000 

Deferred Gain on Sales and Leasebacks 

8,680,000 

9,196,000 

Deferred U. S. and Foreign Income Taxes 

41,297,000 

35,129,000 

Long-Term Debt, less portion due within one year 

211,683,000 

21,065,000 

Minority Interest in Australian Subsidiary 

5,125,000 

4,019,000 

Stockholders' Equity: 



Common stock 

120,237,000 

119,661,000 

Capital in excess of par value 

184,507,000 

171,333,000 

Income retained for use in the business 

711,856,000 

633,518,000 

Total stockholders' equity 

1,016,600,000 

924,512,000 


$1,896,110,000 

$1,652,773,000 


See Notes to Consolidated Financial Statements. 
































CONSOLIDATED STATEMENTS OF CHANGES 
IN FINANCIAL POSITION 


Fiscal Year Ended 



January 29, 

January 30, 

Financial Resources Were Provided by: 

1975 

1974 

Net income for the year 

Add (deduct) income charges (credits) not affecting working capital- 

$104,772,000 

$138,251,000 

Depreciation and amortization 

39,910,000 

35,377,000 

Increase in deferred U. S. and foreign income taxes 

6,168,000 

5,293,000 

Undistributed net income from unconsolidated insurance operations 

(2,471,000) 

(2,209,000) 

Other 

(1,026,000) 

(192,000) 

Working capital provided by operations 

Proceeds from sale of fixed assets— 

Properties sold and leased back, including deferred gain 

147,353,000 

176,520,000 

of $9,268,000 in 1973 

9,000,000 

31,690,000 

Other properties 

6,416,000 

2,641,000 

Sales of common stock under stock option and purchase plans 

Sale of 6% convertible subordinated debentures, less 

13,750,000 

10,813,000 

related expenses of $2,250,000 

197,750,000 


Other 

1,368,000 

4,970,000 

Financial Resources Were Used for: 

375,637,000 

226,634,000 

Additions to fixed assets 

120,533,000 

74,566,000 

Cash dividends declared 

Increase in investment in and advances to 

26,434,000 

23,630,000 

unconsolidated insurance operations 

14,508,000 

2,250,000 

Reduction in long-term debt 

9,382,000 

2,336,000 

Other 

3,041,000 

3,914,000 


173,898,000 

106,696,000 

Increase in Working Capital 

$201,739,000 

$119,938,000 


Analysis of Changes in Working Capital: 

Increase (decrease) in current assets— 

Cash and certificates of deposit 

$ 11,531,000 

$ (6,343,000) 

Marketable securities 

43,754,000 

(5,302,000) 

Accounts receivable 

(1,414,000) 

13,646,000 

Federal income taxes receivable 

26,000,000 


Merchandise inventories 

70,384,000 

224,476,000 

Operating supplies and prepaid expenses 

5,357,000 

4,378,000 


155,612,000 

230,855,000 

(Increase) decrease in current liabilities— 

Long-term debt due within one year 

1,550,000 

(363,000) 

Notes payable 

35,775,000 

33,396,000 

Accounts payable—trade 

11,351,000 

(120,504,000) 

Accrued taxes, other than U. S. and foreign income taxes 

(623,000) 

(11,340,000) 

Accrued payrolls and other liabilities 

(10,436,000) 

891,000 

Dividends payable 

(630,000) 

(932,000) 

U. S. and foreign income taxes 

9,140,000 

(12,065,000) 


46,127,000 

(110,917,000) 

Increase in Working Capital 

$201,739,000 

$119,938,000 


See Notes to Consolidated Financial Statements. 

































5 . S. Kresge Company 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(A) Summary of Significant Accounting Policies 

Fiscal year: The company’s fiscal year ends on the 
last Wednesday in January. Fiscal years 1974 and 
1973 both comprised 52 weeks and ended on Jan¬ 
uary 29, 1975, and January 30, 1974, respectively. 

Basis of Consolidation: All majority owned retailing 
subsidiaries have been included in the consolidated 
financial statements. Other affiliated retailing com¬ 
panies in which the company has more than a 20% 
interest are accounted for by use of the equity 
method. The company’s investment in its wholly- 
owned unconsolidated insurance operations is in¬ 
cluded in the accounts on the equity method. 

Foreign Operations: Assets of the foreign retailing 
subsidiaries amounted to approximately 10% of the 
consolidated assets in 1974 and 1973; net income 
of the foreign retailing subsidiaries was 15% of 
consolidated net income in 1974 and 9% in 1973. 
Long-term assets and long-term liabilities of foreign 
subsidiaries are translated into U.S. dollars at rates 
of exchange in effect at the dates of their acquisition. 
Current assets and current liabilities are translated 
at the approximate rate in effect at the end of each 
period. Revenues and expenses are translated at 
approximate average rates in effect during each 
period, except for depreciation which is translated at 
the rates of exchange which were in effect when the 
respective assets were acquired. Net unrealized 
losses from foreign currency translation are charged 
to income currently. Net unrealized gains from for¬ 
eign currency translations are deferred, except that 
gains are credited to income currently to the extent 
of losses previously charged to income. Neither 
translation gains and losses included in income nor 
deferred translation gains are material. 

Inventory: Merchandise inventories at January 29, 
1975 are valued at the lower of cost or market, using 
the retail method, on the last-in, first-out basis for 
approximately 64% of consolidated inventories and 
the first-in, first-out basis for the remainder (see 
Note B for further details). 

Property, Plant and Equipment: Land, buildings, 
leasehold improvements and equipment are recorded 
at cost. Major replacements and refurbishings are 
charged to the property accounts while replace¬ 
ments, maintenance and repairs which do not im¬ 
prove or extend the life of the respective assets are 
expensed currently. 

Generally, in the case of ordinary retirements, the 
cost of properties is charged to the reserve for 
depreciation and in the case of extraordinary retire¬ 
ments such as those resulting from abandonments 
of locations and complete rebuilding at locations, the 


cost of properties retired and the accumulated de¬ 
preciation thereon are eliminated from the accounts 
and the resulting gain or loss is taken into income. 

Depreciation: The company computes depreciation 
of fixed assets principally on the straight-line method 
for financial statement purposes and on accelerated 
methods for income tax purposes. Most store proper¬ 
ties are leased, and improvements are amortized 
over the term of the lease but not more than 25 years. 
Other annual rates used in computing depreciation 
for financial statement purposes are 2% to 5% for 
buildings, 10% for K mart fixtures and equipment, 
and 6% to 20% for all other fixtures and equipment. 

Sale and Leaseback: Gains or losses on sale and 
leaseback transactions are deferred and recognized 
in income over the initial terms of the leases. 

Licensee Sales: The company’s policy is to exclude 
sales of licensed departments from total sales. 

Pre-Opening Costs: The company follows the prac¬ 
tice of charging against net income costs incurred 
prior to opening a new retail unit. 

Income Taxes: Deferred income taxes are provided 
on non-permanent differences between financial 
statement and taxable income, resulting principally 
from the use for tax purposes of accelerated depre¬ 
ciation methods. 

The company accrues appropriate U.S. and foreign 
taxes payable upon distribution of earnings of sub¬ 
sidiaries, except on those earnings which have been, 
or are intended to be permanently reinvested, or 
which are expected to be distributed free of addi¬ 
tional tax by operation of relevant statutes currently 
in effect and by utilization of available tax credits 
and deductions. 

Investment Credit: The company uses the “flow 
through” method of accounting for investment credit 
whereby income tax expense is reduced for the 
period in which expenditures create the tax benefit. 


(B) Change in Accounting Method 
of Inventory Valuation 

Effective January 31, 1974, the company changed 
from the first-in, first-out method (FIFO) to the last- 
in, first-out method (LIFO) of determining costs for 
72% of its domestic inventories which approximates 
64% of consolidated inventories. This change was 
made because management believes the LIFO 
method, as applied, has the effect of minimizing the 
impact of price level changes upon inventory valua- 








tion and more clearly reflects income by generally 
matching current costs against current revenues. 
The change has had the effect of reducing invento¬ 
ries at January 29, 1975 by $37,543,000 and net 
income by $18,343,000 ($.15 per common and com¬ 
mon equivalent share) for the year then ended. There 
is no cumulative effect of the change on prior years, 
since the January 30, 1974 inventory, as previously 


Condensed Consolidated Balance Sheets 


December 31, 


Assets 

Cash 

Receivables 
Investments, at cost 
or amortized cost 
(market $23,254,000 


1974 

$ 7,724,000 
9,755,000 


1973 

$ 3,133,000 
10,603,000 


tory under the LIFO method. 

A summary of inventories by method of pricing is as 
follows: 

and $19,813,000, 
respectively) 

Other assets, principally 
deferred policy 

25,642,000 

20,699,000 

January 29, 

January 30, 

acquisition costs 

32,393,000 

19,028,000 

1975 

Last-in, first-out 
(cost not in 

1974 

Liabilities 

Policy and claim 

$75,514,000 

$53,463,000 

excess of market) $ 688,457,000 

$ 684,920,000 

reserves 

$26,477,000 

$18,940,000 

Lower of cost (first-in, 


Income taxes 

2,689,000 

1,932,000 

first-out) or market 384,287,000 

$1,072,744,000 

317,440,000 
$1,002,360,000 

Other liabilities 

Equity of S. S. Kresge 
Company (includes 

10,548,000 

11,299,000 


(C) Insurance Operations 

Effective on January 23,1974, the company acquired 
all of the outstanding stock of an insurance com¬ 
pany, Planned Marketing Associates, Inc. (PMA), in 
exchange for 1,912,846 shares of the company’s 
common stock. This transaction was accounted for 
as a pooling of interests. The accompanying consoli¬ 
dated financial statements of the company include 
(on the equity method of accounting) PMA’s Decem¬ 
ber 31, 1974 and 1973 consolidated net assets and 
operating results for the years then ended. The con¬ 
densed consolidated financial statements of the 
insurance operations of Planned Marketing Asso¬ 
ciates, Inc. and its subsidiaries at December 31,1974 
and 1973 and for the years then ended are as follows: 

Condensed Consolidated Statements of Income 

Year Ended December 31, 


$12,000,000 of advances 
from parent company 

at December 31,1974) 35,800,000 21,292,000 

$75,514,000 $53,463,000 


(D) Compensating Balances and 
Current Notes Payable 

Current notes payable comprised the following: 

January 29, January 30, 


Notes payable (weighted 
average interest rates 
8.5% and 9.0%, 
respectively) 

S. S. Kresge Company 
commercial paper 
(weighted average 
interest rate 8.6%) 


1975 


1974 


$51,088,000 $53,031,000 


33,832,000 


Premium income 

1974 

1973 

Life 

$ 9,957,000 

$ 6,620,000 

Accident and health 

16,718,000 

7,756,000 


26,675,000 

14,376,000 

Insurance commissions 

3,489,000 

2,153,000 

Investment income 

2,057,000 

1,944,000 

Other 

335,000 

372,000 

Total 

32,556,000 

18,845,000 

Costs and expenses 

29,440,000 

15,640,000 

Income before income taxes 3,116,000 

3,205,000 

Provision for income taxes 

645,000 

996,000 

Net income 

$ 2,471,000 

$ 2,209,000 


$51,088,000 $86,863,000 


The maximum amount of aggregate short-term bor¬ 
rowings outstanding during 1974 and 1973 was 
$279,218,000 and $266,456,000, respectively. The 
approximate average aggregate short-term borrow¬ 
ings outstanding during 1974 and 1973 were 
$159,464,000 and $153,763,000, respectively, at ap¬ 
proximate weighted average interest rates of 9.7% 
and 8.2%. The weighted average interest rates were 
calculated using the average aggregate short-term 
borrowings for the year and the related interest 
expense. 





































5 . S. Kresge Company 


Arrangements were made with various lending banks 
during the year for an aggregate line of credit of 
$319,860,000 at interest rates approximating the 
“prime” lending rate, none of which was being used 
at January 29, 1975. Under such arrangements, it is 
expected that compensating balances will be main¬ 
tained on deposit with the banks, which will aver¬ 
age 10% of the line to the extent that it is not in use 
and an additional 10% on that portion being used. 
The company is free to withdraw the entire balance 
in their accounts at any time. 


(E) Estimated Income Taxes 

The effective income tax rate is reconciled to the 
Federal statutory rate as follows: 

1974 1973 


Book income before 

income taxes $192,570,000 $255,878,000 


Tax thereon, computed 
at statutory rate (48%) 

92,434,000 

122,821,000 

Increases (reductions) in 
taxes resulting from: 
State and local 
income taxes, net of 
Federal income tax 
benefit 

4,470,000 

6,222,000 

Investment tax credit 

(4,917,000) 

(3,924,000) 

Foreign income 
subject to foreign 
income tax but not 
expected to be 
subject to U. S. tax 
in foreseeable future 

(2,566,000) 

(1,771,000) 

Other 

848,000 

(3,512,000) 

Estimated income taxes $ 90,269,000 

$119,836,000 

Effective rate 

46.9% 

46.8% 

Tax effects of major 
timing differences 
are: 

Excess of tax 
depreciation over 
book depreciation $ 

6,168,000 

$ 4,285,000 

Other 

3,472,000 

4,883,000 

$ 

9,640,000 

$ 9,168,000 


The current liability for U.S. and foreign income 
taxes includes $18,554,000 at January 29, 1975 and 
$15,082,000 at January 30, 1974 arising from the 
tax effects of timing differences related principally to ~ 
property taxes and profit on installment sales. The 
amounts shown on the balance sheets for deferred 
U.S. and foreign income taxes result from the differ¬ 
ence between financial statement and income tax 
depreciation. 


Undistributed earnings of subsidiaries which have 
been, or are intended to be permanently reinvested, 
or which are expected to be distributed free of addi¬ 
tional tax by operation of relevant statutes currently 
in effect and by utilization of available tax credits 
and deductions, totaled approximately $309,000,000 
and $247,000,000 at January 29, 1975 and January 
30, 1974, respectively. 


(F) Long-term debt 



January 29, 

January 30, 


1975 

1974 

6% convertible sub¬ 
ordinated debentures 

due 1999 

$200,000,000 

$ - 

4 7 /t% notes payable in 

varying amounts through 


December 16,1983 
($500,000 due within 

one year) 

11,500,000 

12,000,000 

Foreign loans 


8,750,000 

Other 

809,000 

2,491,000 


212,309,000 

23,241,000 

Portion due within one 

year 

626,000 

2,176,000 


$211,683,000 

$21,065,000 


The debentures due in 1999 are convertible into 
common stock at $35.50 a share. The indenture 
relating to the debentures provides that the company 
shall pay $11,000,000 into a sinking fund on July 15 
each year from 1985 to 1998, inclusive. The deben¬ 
tures are subject to redemption through the sinking 
fund at 100% of the principal amount, or at any time 
at the option of the company at prices declining 
from 106% to 100% of the principal amount after 
July 15, 1994. At January 29, 1975, 5,633,803 shares 
of authorized common stock are reserved for con¬ 
version. 

Under the long-term note agreement, $410,911,000 
of income retained for use in the business at Jan¬ 
uary 29, 1975 is available for payment of cash 
dividends. 

Principal payments on long-term debt for the five 
years subsequent to January 29, 1975 are: 1976- 
$626,000; 1977-$1,364,000; 1978-$1,369,000; 1979- 
$1,375,000; 1980-$1,366,000. 

(G) Stockholders’ Equity 

Changes in stockholders’ equity other than income 
retained for use in the business, for the fiscal years 
ended January 29, 1975 and January 30, 1974 were 
as follows: 
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Common Stock 

(Authorized 250,000,000 Shares 
$1.00 par value) 



Shares 

outstanding 

Amount 

Capital In 
excess of 
par value 

Balance at January 31,1973 

119,210,445 

$119,210,000 

$160,661,000 

Common stock sold under stock option and purchase plans 

434,969 

435,000 

10,378,000 

Federal income tax benefits from stock option plans 
Transactions of insurance subsidiary prior to merger 

15,953 

16,000 

266,000 

28,000 

Balance January 30,1974 

119,661,367 

119,661,000 

171,333,000 

Common stock sold under stock option and purchase plans 

575,930 

576,000 

13,174,000 

Balance January 29,1975 

120,237,297 

$120,237,000 

$184,507,000 


Ten million shares of no par value preferred stock At January 29, 1975 there was a total of 8,487,702 

with voting and cumulative dividend rights were shares of common stock reserved for possible issu- 

authorized in 1969 primarily for possible use in ance under the company’s Stock Option Plans, 

acquisitions but there are currently no plans for Stock Purchase Incentive Plan and for conversion 

its use. of the 6% convertible subordinated debentures. 


(H) Earnings Per Common and 
Common Equivalent Share 

Earnings per common and common equivalent share 
were computed by dividing net income by the 
weighted average number of shares of common 
stock and dilutive common stock equivalents out¬ 
standing during each year. The number of common 
shares in both years was increased by the number 
of shares issuable under the stock option and stock 
purchase incentive plans, less the number of shares 
which were assumed to have been purchased at 
average market prices with the proceeds of sales 
under the plans. Shares issuable upon conversion of 
the 6% convertible subordinated debentures issued 
in 1974 have been excluded from the per share 
calculations because their inclusion is anti-dilutive. 

(I) Pension Plans 

The company and its subsidiaries have non-contribu¬ 
tory pension plans covering most employees. Total 
pension expense for 1974 was $11,547,000 as com¬ 
pared to $8,696,000 for 1973. The company’s policy 
is to fund current pension costs accrued. At Decem¬ 
ber 31, 1974, unfunded prior service costs were 
approximately $13,000,000. Fund assets were in 
excess of the value of vested benefits. 

Effective February 1,1975, the company amended its 
pension plans in conformance with requirements of 
the Pension Reform Act of 1974 and affected other 
plan improvements as well as changes in certain 
actuarial assumptions, the net effect of which will 
increase 1975 pension costs approximately $3.7 
million. 
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(J) Stock Purchase Incentive and Option Plans 

Information on the stock purchase incentive and 
option plans is summarized below: 


Number of shares 
1974 1973 

Stock purchase incentive plan: 

Shares available for purchase 
at beginning of year 1,665,384 1,971,024 

Shares purchased during 
the year through payroll 
deduction at $28.85 and 

$28.96 a share, respectively (356,176) (305,640) 

Shares available for pur¬ 
chase at end of year 1,309,208 1,665,384 


Under the stock purchase incentive plan approved 
by the stockholders in June 1971, employees of the 
company or of certain subsidiaries who have com¬ 
pleted one year of service are eligible to purchase, 
at the lower of 85% of the market value on the first 
or last day of each plan year, 2,400,000 shares of 
common stock through June, 1976. 

Number of shares 



1974 

1973 

Stock option plans: 



Available for grant at beginning 


of year 

Under option at beginning of 

710,336 

32,295 

year ($12.77 to $38.15 per 
share) 

998,200 

805,637 

Reserved for grants under 

1973 plan 

Options: 


1,000,000 

Granted ($33.81 and $37.63 



per share, respectively) 

81,000 

329,900 

Exercised ($12.77 to $28.83 per 
share) 

Cancelled ($12.77 to $38.15 per 

196,471 

129,396 

share) 

13,930 

7,941 

Under option at end of year 
($12.77 to $38.15 per share) 
Options exercisable at end of 

868,799 

998,200 

year ($12.77 to $38.15 per share) 489,662 

504,300 

Available for grant at end of year 595,900 

710,336 


In June, 1973 the stockholders approved the 1973 
stock option plan. Any option granted under the 
1973 plan shall, as designated by the Stock Option 
Committee at the time of the grant, be either an 
option which is qualified under the Internal Revenue 
Code, as amended (a “Qualified” option) or an 
option which is not so qualified (a “Non-Qualified” 


option). Under the 1973 Plan, 1,000,000 shares were 
reserved for granting of options to officers and key 
employees at 100% of the fair market value on the 
date of grant. Options under this plan expire from 
five to ten years after the date of grant and are 
exercisable in annual installments, except that 
options granted to optionees over age 61 at the date 
of grant are exercisable in total at such date. 

Under a qualified stock option plan approved by the 
stockholders in May, 1969, options to purchase 
1,200,000 shares of common stock could be granted 
to officers and key employees at 100% of the fair 
market value on the date of grant. Options expired 
five years from the date of grant and were exercis¬ 
able in annual installments, except that options 
granted to optionees over age 61 at the date of the 
grant were exercisable in total at such date. In April, 
1973, the Board of Directors of the company dis¬ 
continued the 1969 Plan except as to outstanding 
options. 

In addition to the above stock options, at January 29, 
1975, there were also options outstanding for 79,992 
common shares of the company at prices ranging 
from $18.06 to $25.43, which options were assumed 
in the merger with PMA. During the year ended 
January 29,1975, assumed options for 23,283 shares 
of common stock were exercised at prices ranging 
from $18.06 to $25.43 and options for 1,440 shares 
were cancelled. 

(K) Commitments 1974 1973 

Rental expense comprised 
the following: 

Noncapitalized financ- 


ing leases as defined 


by the Securities and 
Exchange Commis¬ 
sion- 

Minimum annual 
rental 

$170,247,000 

$141,735,000 

Rental based on 
sales volume 

11,228,000 

9,799,000 


181,475,000 

151,534,000 

All other leases 

5,166,000 

4,152,000 


$186,641,000 

$155,686,000 

Rental income included 
in licensee fee and 
rental income 

$ 29,693,000 

$ 25,767,000 


Minimum annual rentals and minimum sublease 
rental income for land and buildings under non¬ 
capitalized SEC-defined financing leases and sub¬ 
leases at January 29,1975 aggregated $3,108,608,000. 
Under these leases and subleases, which represent 
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substantially all of the company’s leases, the mini¬ 
mum annual rentals are as follows: 


1975 $ 

1976 

1977 

1978 

1979 

1980-1984 

1985-1989 

1990-1994 

1995-2031 


Minimum 

annual 

rentals 

179,403,000 $ 

178,154,000 

176,974,000 

175,709,000 

174,394,000 

844,658,000 

738,020,000 

604,904,000 

343,827,000 


Minimum 

sublease 

rental 

income 

25,736,000 $ 
25,378,000 
24,939,000 
24,635,000 
24,348,000 
91,968,000 
49,337,000 
28,276,000 
12,818,000 


Net 

minimum 

annual 

rentals 

153,667,000 
152,776,000 
152,035,000 
151,074,000 
150,046,000 
752,690,000 
688,683,000 
576,628,000 
331,009,000 


$3,416,043,000 $307,435,000 $3,108,608,000 


Certain leases provide for additional rent payments 
based on sales volume in excess of a specified base. 
Generally, leases contain multiple five year renewal 
options, which may extend the life of the lease up to 
50 years beyond the noncancellable portion. 

Most leases on K marts and certain leases on Kresge 
and Jupiter stores are gross leases under which the 
lessor pays property taxes, insurance and specified 
building and parking lot maintenance and repair 
costs. 


The present value of aggregate minimum rental 
commitments of SEC-defined financing leases at 
January 29, 1975 and January 30, 1974 was as 
follows: 


January 29, 
1975 

Land and buildings $1,283,210,000 
Less—present value 
of subleases 183,635,000 

$1,099,575,000 


January 30, 
1974 

$1,069,598,000 

183,804,000 
$ 885,794,000 


Interest rates utilized with respect to the valuation 
of SEC-defined financing leases ranged from 2.5% 
to 10% with the weighted average interest rate of 
approximately 7.7% in 1974 and 7.3% in 1973. On 
the assumptions that SEC-defined financing leases 
had been capitalized, and estimated executory ex¬ 
penses included in gross leases increased at an 
annual rate of 3% prior to 1974 and 4% thereafter, 
net income would have been decreased $7,440,000 
in 1974 and $4,963,000 in 1973. Under such assump¬ 
tions, amortization of the property rights on a 
straight-line basis would have amounted to 
$44,957,000 in 1974 and $36,554,000 in 1973 and in¬ 
terest expense on the present value of the outstand¬ 
ing declining balance would have amounted to 
$70,976,000 in 1974 and $53,395,000 in 1973. 


To the Stockholders and Board of Directors 
of S. S. Kresge Company 

We have examined the accompanying 
consolidated balance sheets of S. S. Kresge 
Company and its subsidiaries as of January 
29, 1975 and January 30, 1974, and the re¬ 
lated consolidated statements of income, 
income retained for use in the business and 
changes in financial position for the years 
then ended. Our examinations were made 
in accordance with generally accepted 
auditing standards and accordingly in¬ 
cluded such tests of the accounting records 
and such other auditing procedures as we 
considered necessary in the circumstances. 

As described in Note B to the financial 
statements, in 1974, the Company changed 
to the last-in, first-out method of determin¬ 
ing costs for a substantial amount of its 
domestic inventories. 

In our opinion, the accompanying con¬ 
solidated financial statements examined by 
us present fairly the financial position of 
S. S. Kresge Company and its subsidiaries 
at January 29, 1975 and January 30, 1974, 
the results of their operations and the 
changes in financial position for the years 
then ended, in conformity with generally 
accepted accounting principles consistently 
applied during the period except for the 
change, with which we concur, referred to 
in the preceding paragraph. 

Price Waterhouse & Co. 

211 West Fort Street 
Detroit, Michigan 
March 14, 1975 
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